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National Defence Contribution 


This pamphlet has been prepared on behalf of the Society 
of Incorporated Accountants. It is an attempt to expound 
in practical form the relevant provisions of the Finance Act, 
1937, and since it is designed for the use of members of the 
accountancy profession, it is fair to assume in the readers a 
knowledge of the Income Tax Acts, of the decided cases, and 
of the practice under those Acts. 


The sequence of treatment has been determined, as far 
as possible, by the order in which the various aspects of each 
case will arise for consideration in actual practice. There are, 
however, many provisions which will not be of frequent appli- 
cation, but are none the less of importance in themselves and 
demand careful study. 


The form of the index is to facilitate reference and the 
correlation of comments on subjects discussed in various 
contexts throughout the pamphlet. 

For the sake of brevity the reproduction of the actual 
wording of the provisions of the Finance Act has been avoided 
except to the extent that quotation is necessary in_ the 
narrative itself. The notes in the left-hand column will assist 
reference to the actual provisions whenever this is found neces- 
sary. 

It seems desirable to point out that the National Defence 
Contribution in its present form is in fact a revulsion from 
the more elaborate impost originally proposed. On closer 
study, however, it is found that its simplicity is relative rather 
than absolute, while in’ practical application anomalies are 
likely to be the rule rather than the exception, being tolerable 
only because of the low rate of the duty. 


The doctrine that there is no room in a taxing act for 
equitable considerations has been authoritatively propounded 
on many occasions and it seems that the Finance Act, 1937, 
should win a number of adherents to this creed. No inter- 
pretation of any of the Sections or Rules should be rejected 
merely because it may be repugnant to equity or to common- 
sense, 
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REFERENCES. 
SECTIONS of the Finance Act, 1937, are indicated 
thus.. a ie - a aes oi, S. 


PARAGRAPHS of the Fourth and Fifth Schedules of 
the Finance Act, 1937, are referred to as Rules, 


and are indicated thus .. e - ‘“ IV. R. 
V. R 

REGULATIONS made by Statutory Rules and Orders, 
No. 731 (August 5th, 1937) are indicated thus Regs. 

ABBREVIATIONS. 

The Income Tax Act, 1918 .. ei - se [.T.A. 
Finance Acts én ‘a s es ac F.A. 
Commissioners of Inland Revenue .. a “4 C.LR. 
Tax Cases ‘a = on a ee “4 TC, 
King’s Bench Division gs ea ‘ ee K.B. 
“Times” Law Reports ws ~ ie ac T.LR, 


TIME LIMITS. 


The following time limits should be carefully noted :— 


Appeals. 
Notice in writing to be given within (hirty days of the 
date of notice of assessment (Regulation No. 4) (see p. 20). 


Claims to Special Reliefs. 


Proprietors  Remuneration—under = Rule 12 Fourth 
Schedule within one month of the end of each accounting period. 
(See p. 9.) 


Subsidiary Company—for the aggregation of profits with 
those of the parent company under Section 22, within two months 
of the end of any accounting period of the subsidiary. Aggre- 
gation is thereafter obligatory. (See p. 12.) 


; ‘ | 
: ; 
i E 
ie t 
ee | 
ar D 
ea: ee : 
an ' 
Ps : s 
i : Me 
. 
3 
ee, ! s 
f 
‘ t 
. 
Pe s 
i ee 
7 ee | 
= ' 
ie j 
oi : 
+5, i 
ay ; 
: } 


EERE 


bl ec 


. 19 (1). 


5. 19 (1). 
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s. 19 (2). 


NATIONAL DEFENCE CONTRIBUTION. 


Period of Operation and Rates of Duty. 


The Contribution is chargeable on the profits arising for 
the five-year period beginning on April Ist, 1937, and ending 
on March 3lst, 1942. 

The Rates of tax are :— 

(a) Five per cent. (5°) on the profits of bodies 
corporate ; and 

(5) Four per cent. (4°) in any other case. 
(See, however, under Proprietors’ Remuneration, 
p. 9, and Building Societies, p. 14.) 


Small Businesses—Exemption and Abatement. 


Exemption is granted when profits do not exceed £2,000 
per annum. 

Abatement is due where profits do not exceed £12,000 
per annum, the deduction being one-fifth of the amount by 
which the profits for the year fall short of £12,000. 

The sums of £2,000 and £12,000 are reduced proportionately 
when the chargeable accounting period is less than twelve 
months. The specific wording of Sub-Section 3 clearly indicates 
that the denominator of the fraction is to be 12 (months) ; 
hence the numerator must be expressed in the same unit. 


General Scope of the Charge. 


The Contribution is to apply to all trades or businesses 
of any description carried on in the United Kingdom, or carried 
on, whether personally or through an agent, by persons ordinarily 
resident in the United Kingdom. 

The main charging words embody the two fundamental 
principles of all direct taxation :— 

(1) The liability of the source where it arises —all 
trades or businesses carried on in the United 
Kingdom. 

(2) The liability of the owner of the source at his 
place of residence—trades or businesses carried on 
by persons ordinarily resident in the United 


Kingdom, whether personally or through an agent. ‘ 


It is not to be doubted that the well-tried principles of the 
Income Tax Acts will be applied to determine : 
(a) Whether a taxable source of business profits exists 
in the United Kingdom. 
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(b) Whether a person who carries on a trade or 4° 


business is ordinarily resident here. 
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S. 19 (3). 


S. 19 (5). 


8. 19 (3). 


S. 19 (3). 


The tax does not apply to :— 
(a) Professions, if the profits are wholly or mainly 
dependent on personal qualification. 
(6) Statutory undertakings in the United Kingdom 
or in a Dominion. 
(As regards new industrial undertakings in the Special 
Areas, see p. 15.) 


Professions. 

The first condition of exemption is that the activity must 
be carried on by an individual or by individuals in partnership. 
The second is that the profits must be wholly or mainly dependent 
on the personal qualifications of the individual. 

By a proviso the word “ profession ” is not to include a busi- 
ness consisting wholly or mainly in the making of contracts on 
behalf of others or the giving of advice of a commercial 
nature in connection with the making of contracts. 

There are material differences in the present wording from 
that adopted for the purposes of Excess Profits Duty ; hence many 
of the decided cases will afford little guidance. It was then 
laid down that whether a particular activity was or was not a 
profession was primarily a question of fact and further, that in 
particular circumstances the operations of an individual might 
combine the carrying on of a business with the exercise of a 
profession, thus necessitating an allocation of the total profits 
in two parts, one of which was liable and the other exempt. 


DECIDED CASEs. 


1. Held to be a Profession— 
Boarding School Masters and Proprietors— 
C.lLR. v. North and Ingram (1918, 2 K.B. 705). 


2. Held not to be Professions— 
Tax Repayment Agent and Accountant— 
Currie v. C.I.R. (XIL T.C. 245). 
Insurance Broker— 
Durant v. CIR. (X11 T.C. 245). 
Art Photographer 
Hugh Cecil v. CIR. (XXXVI T.L.R. 164). 
3. Separable Activities 
Journalist and Publisher 
CIR. v. Maxse (X11 T.C. 41). 
Kstate Agents, Surveyors and Auctioneers. 
For the purposes of the Excess Profits Duty an arrangement was 
made between the Board of Inland Revenue and the representative 
Institutes. The terms of this arrangement are sect out at XII T.C., 
pp. 1,008-9 (CLI.R. v. Peter McIntyre, Ltd.). 
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S. 19 (1). 
$. 20 (2). 
S. 20 (4). 


S. 20 (3). 
S. 20 (4). 


8. 20 (1). 


Statutory Undertakers. 


The definition of Statutory Undertakers in the Act itself 
must be studied to determine the applicability of the exemption 
to each particular case. The proviso to Rule 7 of the Fourth 
Schedule extends the benefit to profits received by a body cor- 5 
porate—not itself a Statutory Undertaker—from another 
body corporate carrying on a statutory undertaking, provided 
that the first body corporate controls the second either by itself 
or jointly with others. 


Chargeable Accounting Periods. 10 


Where accounts are regularly made up for periods of 
twelve months, each year of account falling wholly within the 
five years ending on March 3lst, 1942, becomes a chargeable 
accounting period. 


Years of account falling partly within and partly without '5 
the five-year period are apportionable on a monthly basis so that 
in the result the profits become chargeable for a total period 
of five years. Thus, if accounts are regularly made up to 
December 31st in each year the chargeable accounting periods 
will be :— - 


Year to— 
December 3lst, 1937  9-12ths (from 1.4.37 to 31.12.37) 
- » 1938 12-12ths. 
- » 1939 12-12ths. 
- » 1940 12-12ths. 25 
9 » 1941 12-12ths. 
‘i » 1942 3-12ths (from 1.1.42 to 31.3.42) 


5 years. 
In cases where the accounts are not regularly made up for 
periods of twelve months the Commissioners of Inland Revenue * 
may determine the accounting periods. 


Computation of Profits. 


Profits are to be computed on Income ‘Tax principles in 
accordance with Case I of Schedule D, subject to the adaptations 
laid down in the Fourth Schedule of the Act. 3s 


Allowable Deductions. 


The main departures from the normal Income Tax adjust- 
ments derive from the fact that liability to the Contribution 
is by direct assessment only and rests finally upon the person 
liable to assessment. In consequence certain items which are 4” 
added back for Income Tax purposes are nevertheless admissible 
deductions for the Contribution. These comprise : 
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IV. RK. 4. 


my. BR. 7. 


rv. RR. 5. 


IV. R. 10. 


Interest, annuities and other annual payments. 
toyalties. 
Ground rents, ete. 
Business Premises. 
Correspondingly, the annual value of premises occupied for the 
purpose of the trade is not deductible. On the other hand, 
the deduction in respect of depreciation of mills, factories or other 
similar premises under Section 15 F.A. 1937—although calculated 
by reference to the annual value of the premises—is, per se, 
admissible in ascertaining the assessable profits. 
Wear and Tear Allowances. 

An allowance for wear and tear (including the additional 
one-tenth) is a deduction in arriving at the assessable profits. 
As obsolescence is an expense for Income Tax purposes, a 
similar deduction is admissible for the Contribution. 

Investment Income. 

Except in special cases, income from property or invest- 
ments (whether subject to deduction of Income Tax or not) 
is not to be included in the assessable profits. 

Dominion Income Tax. 

The scheme of Section 27 F.A. 1920 (which provides for 
relief in respect of Dominion Income Tax) is that the relief 
shall be given, as far as possible, by set-off against the British 
Income Tax otherwise payable. It was a logical consequence to 
provide that the Dominion Income Tax should not also be 
deductible as an expense in computing the statutory profit. 
This prohibition appears in Section 27 (4) F.A. 1920. 

In computing profits for the Contribution, however, a 
deduction of the amount appropriate to each period in respect 
of the payment of Dominion Income Tax is specifically: 
admitted. 

This relief was conceded in the course of the debate on the 
Finance Bill to meet, to some extent, the argument that concerns 
liable to Dominion taxation would not receive relief at the 
full standard rate of Income Tax in respect of the Contribution ‘ 
payable by them. 

Uncompleted Contracts and Artificial Transactions. 

Specific provision is made for the inclusion of estimated 
profits on uncompleted contracts, while the effect of any 
transaction which artificially reduces the profit is to be 
eliminated. 
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Of tne cases to be dealt with in practice a large proportion 

will consist of businesses owned by firms, by individuals and by 
private limited companies. For convenience the first two classes 
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can be taken together, leaving the third for subsequent con-* 


sideration. 
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Firms and Individuals. 

Payments to a person carrying on the trade or business 
in respect of interest, annuities and other annual payments, 
royalties or rent are not deductible. 

In all cases it should be carefully considered whether it is 
advantageous to exercise the option conferred by Rule 12 of 
the Fourth Schedule, which provides that the Contribution 
may be payable either 

(a) at the rate of 4 per cent. on the full profits, or 
(b) at the rate of 5 per cent. on the profits after a 
deduction for proprietors’ remuneration. 

This deduction is 15 per cent. of the statutory 
profits with a minimum of £1,500 and a maximum 
of £15,000. 

Notice to exercise this option is to be given within one 
month of the end of the chargeable accounting period. The 
notice, however, is not effective in respect of subsequent 
accounting periods, but must be renewed, within the specified 
time, on each occasion that alternative (6b) above proves to be 
desirable. In many cases a decision between the alternatives 
will necessitate nice Computation of the liabilities on the two 
bases. Usually this will be impracticable within the specified 
period of one month after the balancing date and it is to be 
hoped, therefore, that the waiver of the time limit already 
indicated by the Board of Inland Revenue will be of general ° 
application to all periods. 

The notional remuneration under alternative (b) is a 
deduction in determining claims to exemption (under £2,000 
per annum) or abatement (up te £12,000 per annum). 


EXaMe_e. -INDIVIDUAL PROPRIETOR OR FIRM. 
Alternative (a) : 


Statutory Profit .. xe ‘a - ” ws £8,000 
Abatement —-1-5th of (£12,000 minus £8,000) — S00 
Chargeable at 4 per cent. és a - “ns £7,200 


Duty £288. 
Alternative (5) : 


Profit as above .. ba - = St - £8,000 
Less Notional Remuneration. . .. (minimum) £1,500 

£6,500 
Abatement 1-5th of (£12,000 minus £6,500) ae 1,100 
Chargeable at 5 per cent. _ - - a £5,400 


— 


Duty £270. 
This benefit disappears when the profit, before deducting 


the notional remuneration, attains £9,500. 
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S. 19 (2). 


rv. R. 1. 


IV. R. 13 (ec). 


IV. R. 13 (b). 


IV. R. 13 (d). 


Separate Businesses. 

The charge is imposed on the profits of any trade or business, 
and the fact that a number of trades or businesses may be in 
common ownership does not involve aggregation of the profits 
of separate activities. 

For Income Tax purposes it is frequently not material 
whether ostensibly separate activities are assessed separately 
or not. For the Contribution, however, the exemption and 
abatement provisions may make it desirable for the taxpayer 
to claim separate assessment whenever the facts permit. On the '’ 
other hand, it should be remembered that common ownership 
of separate businesses is not a ground for the set-off of losses 
in one business against profits in another. 


5 


Companies. 

The distinction in the Companies Acts between private and !> 
public companies is over-ridden by the specific provisions of 
Rule 11, Fourth Schedule. It has to be determined whether the 
directors have a “ controlling interest,’ but no definition of 
these words is to be discovered in the Act itself. 


The word “ directors ” is not to include whole-time service *’ 
directors (holding not more than 5 per cent. of the ordinary 
share capital), but it is to include a manager or a person con- 
cerned in the management who is the beneficial owner of not 
less than 20 per cent. of the ordinary share capital of the 
Company. During the period of the Contribution changes of » 
shareholdings will certainly occur in some cases which will bring 
into effect these percentage limits in particular instances, and 
the wording of Rule 13 (c) Fourth Schedule and Rule 13 (b) 
Fourth Schedule suggests that it is from the moment in time 
when the beneficial shareholding of an individual passes one *’ 
of the limits that his status for the purposes of the Contribution 
is changed. 

It is significant that the references in Rule 13 Fourth 
Schedule to the percentages of ordinary share capital in the 
case both of the director or manager (20 per cent.) and the whole- * 
time service director (5 per cent.) are concerned solely with the 
shareholding of the individual himself and pay no regard to the 
holdings which may be owned by his wife or other members of 
his family. Had the legislature intended that family holdings 
of this character should be taken into account, ‘+ would have been *’ 
simple to have followed the precedent established as recently as 
1936 by Section 19 (2) of F.A. 1936, and the omission of any 
similar provision on the present occasion must, therefore, be 
regarded as deliberate. 

In turn, ordinary share capital is defined as all issued:® 
capital other than capital carrying only a right to dividends at 
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a fixed rate. Thus participating preference shares rank for this 
purpose as ordinary share capital. Bearing carefully in mind 
this definition of ordinary share capital, the conclusion seems to 
be that a controlling interest will exist where the combined 
holdings by the directors (as defined) exceeds 50 per cent. of the ° 
ordinary share capital in issue. This proposition will lose 
its attractive simplicity where the capital structure of a company 

is found to comprise shares of diverse denominations and varied 
voting rights. 


The meaning of the words “ controlling interest’ was '” 
considered at length in the Excess Profits Duty case of Glasgow 
Kxpanded Metal Company v. C.J.R. (XII T.C. 573) and for 
Corporation Profits Tax in B. W. Noble v. C.I.R. (X11 T.C. 911). 
The decision in both cases was to the effect that the test to be 
applied was whether the directors were in a position to ensure !° 
a preponderant voting power at a general meeting. 


Once a controlling interest is found to exist, the conse- 
quences are :— 


(a4) That payments to any director in respect of 
interest, annuities or other annual payments, *” 
royalties and rents fall to be disallowed. 


(6) The permissible deduction in respect of the re- 
muneration of the directors (other than whole-time 
service directors) is not to exceed the following 


limits : = 
When the profits before any deduction for 
directors’ remuneration : 
(1) do not exceed £10,000 .. £1,500 
(2) exceed £10,000, but do not 
exceed £100,000 ..  .. 15%, of the profits. *° 


(3) exceed £100,000 .. .. £15,000 
The figures of £1,500 and £15,000 are to be 
reduced proportionately if the chargeable account- 
ing period is less than twelve months. 


The Rule is purely restrictive and does not permit any * 
addition to the remuneration actually charged in the accounts. 
Many director-controlled companies will be liable to additional 
Contribution on directors’ remuneration disallowed and there 
is no statutory right to recoup the added burden from the 
recipients of the remuneration. The company can, however, 4° 
deduct the whole of the enhanced Contribution in arriving at 
the statutory profits for Income Tax purposes, and it is con- 
ceivable that in an extreme case the amount of the Contribution 
so payable may exceed the profits of the company. 
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Parent and Subsidiary Companies Resident in the United 
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f Kingdom. 
B. 32. A body corporate is only to be deemed to be a subsidiary q 
i of another body corporate for the purposes of the Contribution : ; 
8. 22 (1). (a) if the subsidiary is resident in the United Kingdom, > | 
and BS. 
S. 22 (3) (a). (6) if nine-tenths of the ordinary capital of the 
subsidiary is beneficially owned by another body 
corporate also resident in the United Kingdom. — 
The definition of ordinary share capital is the same !"" 
as on page 10. q 
@. SF (8). These conditions being satisfied, the principal company may 
elect, by notice in writing within two months of the end of 
. any chargeable accounting period of the subsidiary, that the ) 
profits (or losses) of the ‘subsidiary shall be aggregated with '5 
s. 22 (3) (). those of the principal company. If the chargeable accounting — | 


sigtion 


periods of the companies do not coincide, the Commissioners 
of Inland Revenue may determine the periods which are to 
be deemed to correspond. 
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S. 22 (1). Once this election has been made, aggregation is obligatory *" |, 
for all subsequent periods and the election cannot be revoked. 
S. 22 (2). It must be observed that losses or wear and tear allowances 


accumulated prior to the beginning of the first accounting 
period of any particular company can still only be set offagainst | 
subsequent profits of that company ; the benefit is not to be | 
transferred to any other company in the group. 

The effect of the section as regards group concerns will ) 
depend upon the manner in which the shares of the constituent 
‘.: companies are spread within the group. For example, if P. | 
Company holds the stipulated proportion of the ordinary share - 
capital of A, B and C Companies, then an election must be 
made as regards each of the A, B and C Companies if complete 
aggregation is desired. On the other hand, the election may / 
be selective. Pow. 

The course to be followed as regards any group must be * [| 
decided in the light of the method of inter-company working = [ 
and on the statutory profits or losses of each member of the 
group, while the abatement (under £12,000) may be a factor in 
some cases. 

Another form of grouping would be where the P- Company 
“ the owner of the A Company, which in turn owns the B Ss. 1Y 
Company. It seems that by electing for the aggregation of =F sti 
B’s profits with those of A, and in turn for the aggregation 
of A’s profits with those of P, assessment in one sum on the 
total profits of the group will be achieved. 
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In a case where the P Company owns the whole capital 
of both A and B Companies, each of which holds 50 per cent. 
of the capital of the C Company, it will not be competent, on 
the precise wording of the section, for one comprehensive 
assessment to be made on the group profits, since no single 
company owns nine-tenths of the capital of the C Company. 


If the statutory conditions cease to be satisfied, aggregation 
will no longer operate as from the be ‘ginning of the chargeable 
accounting period of the subsidiary in which such cessation 
occurs. The words in Sub-Section (1) are “all subsequent 
chargeable accounting periods throughout which it continues 
to be a subsidiary.” This stipulation will doubtless be found 
useful where aggregation is no longer advantageous. 

The narrowness and rigidity of the conditions precedent 
to aggregation contrast so markedly with the complexity and 
variety of group structures, that strict adherence to the pro- 
visions can hardly achieve that degree of equity which was 
officially avowed to be the intention of the section. 


Foreign Subsidiary Companies. 

The case of a British company controlling a foreign or 
colonial company is not dealt with in a terms, but is 
certainly covered by the wording of Rule 7 (6) Fourth Schedule. 
The effect is to impose liability on the controlling company 
to the extent to which it receives dividends “ from any other 
body corporate . .. which is not liable to be assessed to the 
National Defence Contribution.” For liability to attach in this 
way the company to be assessed must have a “ controlling 
interest,” which is not further defined. The decided cases on 
the interpretation of the words (referred to on p. 11) are con- 


cerned with control of a company bv its directors, but the main ‘ 


principles therein laid down should afford useful guidance. 


Investment Income. 
Many persons carrying on trades or businesses include 
income from investments in their accounts but usually the 


holding of investments is incidental to and in no sense part of : 


the trading activity. Such income is not merely excluded from 
liability by the fact that the Contribution is levied on trading 
and business profits but is specifically excluded by Rule 
Fourth Schedule. 

Where, however, the business consists ‘‘ wholly or mainly 
in the dealing in or holding of investments or other property, 
all income from investments falls to be included in the assessable 
profits except dividends of all kinds distributed by companies 
(or bodies corporate) carrying on a business chargeable to the 
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* ~ Contribution. It should be noted that debenture interest is 
a ° = . . . . . 

seas not a dividend within the meaning of this exception. Thus a 
4 Trust Company receiving dividends from statutory under- 


takings and debenture interest from companies liable te the 
Contribution must include all such receipts in its statutory 
profits. 
S. 19 (4). Income from investments is also to be included in the statu- | 
IV. R.7(4). tory profits of banking and assurance businesses. Under | 
Section 19 (4) the word “ business ” is deemed to comprise the — [| 
functions of a campany or society incorporated under any "’ | wy. 
enactment, where these consist wholly or mainly in the holding — 
of investments or other property. 


IV. R. 7. The measure of liability is the “income received,” and | 
since income may be actually received to which the recipient is 
IV. R. 7 not beneficially entitled, it is provided that these receipts > | 
() shall be omitted. gg 


The Chancellor of the Exchequer explained in the course of | 

r the debate that the use of the word ‘ received ”’ was intended | 
te, to ensure that where income from properties became liable 
to the Contribution, this should be measured by the rents ”’ | 

received less outgoings, and not by the amount of the assessments — | 


under Schedule A. i 


Hw 


Building Societies. 
eee Under Rule 7 Fourth Schedule the assessable profits of 
‘ "building societies are to be computed on the same principles as 
those of an investment company, but by Section 23 an over- 
riding limit is imposed on the duty chargeable. 

S. 23 (1). In practice, to determine whether this over-riding limit 
is applicable, duty at the rate of five per cent. should be calcu- 
lated on the profits as normally computed—after allowing for” | | 
abatement if the profits do not exceed £12,000 per annum— — ~ 
and this duty should be compared with the amount resulting 
from the application of a rate of 13 per cent. to the profits | 
before the deduction of interest paid on money borrowed from 
members or depositors and without the benefit of any abatement * | 
otherwise due. The smaller of the two amounts determines the 


liability. 


95 
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j 
Charities. 
IV. R. 8. Charitable institutions are not liable to the Contribution 
unless they carry on a trade or business, and then only to the 
extent to which they are liable to Income Tax (see F.A. 1921, 
Section 30). The same principle applies to friendly societies, 
trade unions, savings banks, and other bodies referred to in 
Section 39 I.T.A. 1918. 
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S. 19 (2) and 
s. 20 (1) 


IV. R. 6. 


S. 19 (7). 


S. 19 (2). 


8. 20 (1). 


Farming Profits. 


Profits received from the occupation of land for husbandry, 
including nurseries and market gardens (Income Tax Schedule B), 
are within the scope of the charging words, but the basis of 
assessment is the profits as computable under Case I of Schedule 
D. The businesses in Rule 4 of Case IIT of Schedule D (dealers 
in cattle or milk) are also liable. 


Shipping, Air Transport and Certain Agencies. 


The relief from Income Tax granted to the above concerns— 
where reciprocal arrangements to this effect have been made 
between Great Britain and another country—is extended to 
the Contribution. 


Special Areas. 

The Treasury may remit the whole or part of the Contribu- 
tion, if the Commissioners for the Special Areas certify that 
this is expedient to induce any persons to establish an industrial 
undertaking in those areas. The words ‘to establish an 
industrial undertaking” are significant but all persons con- 
templating such a development will doubtless be informed on 
enquiry of the Commissioners of the procedure necessary to 
secure the remission. 


Businesses Carried on Abroad. 

No special considerations arise where the liability to 
Income Tax is under Case I of Schedule D. 

Where, however, the control and management is abroad 
so that the owner ordinarily resident here is only liable to Income 
Tax under Case V of Schedule D, liability to the Contribution 
is none the less to be on the profits as they would be computed 
for Case I of Schedule D. 


This wider measure of liability to the Contribution would ‘ 


arise, for example, where a British resident company has placed 
the whole control and management of business operations 
abroad in the hands of a local board of directors, as was done 
in the well-known case of Egyptian Hotels, Lid. There it was 


held that the liability to Income Tax was limited to remittances ° 


assessable under Case V of Schedule D, but the Contribution 
will be applicable to the full profits calculated on the normal 
statutory basis. 


Losses. 


10 


te 


25 


Rule 2 does not lend itself to simple exposition, but its 4” 


effect is more easily seen if the order in the Rule itself is 
inverted. 
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Losses sustained in Relevant Accounting Periods. | 

The first relevant accounting period must end after April = / 
5th, 1937, and almost without exception will begin before that 
date and end after it. 

Any loss as computed for the Contribution sustained in [| 
this or any later relevant accounting period may be carried > | 
forward and set off against subsequent statutory profits and | 
this is the only manner in which relief in respect of such losses 
can be secured, 

One consequence is that no benefit can be obtained in 
respect of any losses which may arise in the last relevant ! 7 
accounting period, 


Losses sustained before the beginning of the first Relevant Accounting 
Period. 
IV. R.2 (1). Again, practically without exception, the period to be 
reviewed will end sometime in the twelve months ended on 
April 5th, 1937. 
Careful note must be taken that these past losses are those | 
“as computed for income tax purposes,” so that once the 
amounts have been ascertained and agreed for Income Tax, 
the available set-off for the Contribution is finally determined. 
The Rule refers to Section 33 F.A. 1926, which is the main 
Income Tax provision whereunder a person may claim that a 
statutory loss sustained in any year may be set off against 
profits of the same trade, assessed under Schedule D for the 
six following years of assessment. Section 19 F.A. 1932 merely > 
extended this benefit by providing that if the relief in any fiscal | 
year is limited by reason of the fact that the assessment is 
diminished by wear and tear allowance, past losses to an 
amount equivalent to such wear and tear allowance may be | 
carried forward without limit of time. i 
The total amount available to be set off is the sum of the 
Income Tax losses up to some date in the year to April 5th, | 
1937, which can be set off against profits assessable to Income 
Tax for 1938-39 or thereafter. With regular annual accounts | 
the maximum period covered will be five years. 
This involves no conflict with the Income Tax practice 
under which relief is granted in respect of losses for a total of 
six years, since for the Contribution the sixth year falls within — 
the definition of relevant accounting period. : 
As profits for the Contribution will usually differ from 
the statutory profits for Income Tax, provisos (a) and (b) to 
Rule 2 (1) are designed to adjust the amount to be set off in the 
z first relevant accounting period and also the balance available | 
eS for set-off in subsequent periods. The main effects are best 
illustrated by examples : "| 
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. IV. R. 2 (2). 
F BV. R. 2 (3). 
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Calendar Year 1931 Income Tax Loss 


Calen- 


dar 


Year. 


1937 
1938 
1939 
1940 
1941 


Calen- 


dar 


Year. 


1937 
1938 
1939 
1940 
1941 
1942 


NOTE. 


(It is assumed that no wear and tear allowance is claimable.) 


1932, 
1933 

1934 

1935 
1936, 
Total Income Tax Loss te 


Income 
Tax 
Profit. 


£5,000 
£8,000 
£10,000 
£5,000 
£4,000 


R.Dx. 
Profit. 


£5,200 
£7,900 
£9,500 
£5,200 
£4,100 
£6,000 


Under the time 
available up to 1938/39. 


Income Tax Position : 


Fiscal 
Year. 


1938/39 
1939/40 
1940/41 
1941/42 
1942/43 


°° 


° 


Example I 


. £6,000 
£8,000 
£5,000 
» £2,000 
Profit 


Assess- 


ment. 


£5,000 
£8,000 


£10,000 


£5,000 
£4,000 


£4,000 (£3,000 out of date). 


£1,000 (covered by £1,000 of 1931 loss) 
» carry forward £21,000. 


Set Balance of Loss 

Off. Not Available. 
£5,000 1932 £1,000 
£8,000 1933 Nil 
£7,000 

Nil 

Nil 


Position for Contribution : 


Set 
Off. 


£5,200 

£7,900 

£7,000 
Nil 
Nil 
Nil 


Balance of Loss Not Available. 


1932 
1933 


Ls0o 
£100 


(Assessable Profit 3/l2ths of £6,000) 


limit in FLA, 1926, See. 33, the loss of £6,000 in 1932 is only 
For the Contribution the corresponding relevant accounting 


period is 1937, and since the statutory profit (£5,200) is £800 less than the available Joss 
of 1932 (£6,000), this amount is not available for set off subsequently. 


Example II 


Assessment 1937/38 £4,000. Loss brought forward £6,000. 


Balance of loss carried forward to 1938/39 £2,000. 


Calen- 


dar 
Year. 


1937 


1938 
1939 


1940 
1941 


Income 
pe 
Pax 
Profit. 


£6,000 
£8,000 
(£5,000 
Loss) 
£4,000 
£5,000 


Income Tax Position: 


Fiscal 
Year. 


1938/39 
1939/40 
1940/41 


1941/42 
1942/43 


Assess- 


ment. 


£6,000 
£8,000 
Nil 


£4,000 
£5,000 
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Set 
Off. 


‘2 OOO 


Nil 


(Claim under Sec. 34 LT. 
Act, 1918, on £5,000 
loss of 1939) 
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IV. R. 3 (2). 


F.A. 1926. 
S. 33 (1). 


IV. R. 3 (1). 


2). SO ascertained can be set only that individual partner’s share 


Position for Contribution : 


Calen- 
dar N.D.C. Set Assessable subject to 
Year. Profit. Off. Net. abatements. F 
1937 £5,600 £2,000 £3,600 £2,700 (9/12ths of £3,600) 
1938 £7,800 Nil £7,800 £7,800 
1939 (£4,800 Nil Nil Nil 

Loss) 
1940 = £4,000 £4,000 Nil Nil . 
1941 £5,000 £800 £4,200 £4,200 
1942 £3,000 Nil £3,000 £750 = (3/12ths of £3,000) 


Nore.—It will be observed that the assessable profit for the first chargeable account- 


ing period (nine months to December 31st, 1937) is alternatively computable as follows :— ' 
9/12ths of Profit £5,600 es - a - = £4,200 f 
9/12ths of Loss £2,000 os a oie £1,500 F 
— | 
Assessable Profit ea bes ae oe .. £2,700 4 
a 


Although a deduction in respect of wear and tear allowance 
may be due, the relief in respect of losses of periods prior to the | 
first relevant accounting period is none the less to be set off 
against profits computed for the Contribution before deducting 
the wear and tear allowance from such profits. If the losses >| 
suffice to absorb the whole of such profits, the amount of the 
allowance for wear and tear then becomes a loss in a relevant 
accounting period for which relief is consequently due under 
Rule 2 (2). 

' In the case of a partnership the Income Tax procedure " 
must be followed, i.e., the share of the statutory profit attribut- 
able to each partner must be calculated, and against the sum 


I\ 


aimee: Saeed 


PREP nor 


of the losses of previous periods. The retirement of a partner 
before his share of such past losses has been wholly absorbed " 
involves that no benefit can be obtained from the unexhausted 
balance of his loss. 


a eee es oe 


Wear and Tear—Current Wear and Tear. : 


In arriving at the statutory profit for the purposes of the | 
Contribution a deduction is admissible of a sum representing * 
the diminution in value of any plant or machinery in the 
accounting period. The basis of ascertainment is to be the same | 
as for Income Tax, and the additional ten per cent. is specifically 
allowed. 
As the accounting period will frequently not accord with* | 
the fiscal year, separate calculation is postulated. The extent 
to which recalculation is desirable must be decided on the 
facts of each particular case. In effect, the allowance should 
be founded on the value of the assets at the beginning of the 
accounting period, plus the cost of additions in the period, but” | 
in many cases it will probably be found that an apportionment 
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of the agreed Income Tax allowances will achieve a substantial 
measure of justice, e.g., that the deduction against profits for 
an accounting period ending on December 31st should be made 
up of one quarter of the allowance for the fiscal year ending 
on the preceding April 5th and three-quarters of the allowance °® 
for the subsequent fiscal year. 


The distinction between the making of this deduction in 
arriving at profits and the Income Tax principle of granting 
an allowance from assessable profits, is important, since the 

a, a wear and tear allowance may create a statutory loss in a relevant 
| accounting period, which can then be carried forward under 
Rule 2 (2). The title to exemption (under £2,000) or abatement 
(under £12,000) must be considered by reference to the net 

profits after all deductions for wear and tear and past losses. 


Obsolescence, being an admissible expense for Income !° 
i Tax purposes, is admissible as a deduction in ascertaining 
profits for the Contribution under the general words of Section 


te cer ee a eg eae 
; >» a 


10 


= 20, and no separate reference is made thereto. 

he | Arrears of Wear and Tear. 

nt FW. R.3 (2), Once again, any amount as ascertained for Income Tax 7° 

ler | purposes is conclusive for the Contribution and is fixed by 
reference to the amount to be added to the normal allowance 

_ for Income Tax purposes for the fiscal year 1937/38. 


it- [ This special relief is wholly to be given against profits 


m | actually chargeable to the Contribution i.e., where accounts ?° 
re are made up to December 3lst, the accumulations will be set 
ler against the proportion of the profits attributable to the nine 
ed |i months from April Ist, 1937, to December 3lst, 1937. If the 
ed | whole relief cannot be obtained owing to these profits being 
insufficient, any unsatisfied balance is carried forward. ” 
Income Tax. 
he — The Contribution payable in respect of any period is to be 
ng”) deducted as an expense in that period in computing profit 
he for Income Tax. 
ne | The word “ payable’ connotes the liability as finally % 
lly ascertained and it is clearly contemplated that once the due 
amount of the Contribution is determined with finality, the 
i ae appropriate Income Tax relief shall be automatic, since the 
nt * =) concluding words of the section are “ any Income Tax over- 
he | paid . . . shall be repaid.” Since the first chargeable account- 4° 
ld ing period ends after April 5th, 1937, the relief will be reflected 
he & for the first time by a reduction in the Income Tax assessment 
ut ° for 1938/39, the only important exception occurring in the 


nt case of new businesses. 
19 
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Regs. 


As the section provides that the Contribution payable should 
be treated as an expense in computing the profits of the business 
for the purposes of Income Tax, it seems that a company 
which obtains relief from Income Tax in respect of expenses of 
management under Section 33, 1.T.A. 1918, will be entitled 5 
to include in any such claim the appropriate amount of the 
Contribution. 


Assessment and Appeals. 

The provisions are explicit, the main points to be noticed 
being : ; n 

The agent of a non-resident is assessable. 

The time limit for the making of any assessment in 
respect of any chargeable accounting period is six years 
from the end of that period. 

Appeals lie to the General or the Special Commissioners " 
and thereafter to the High Court on a point of law. Con- 
tribution not in dispute is to be paid. The Contribution 
has the same priority as Income Tax in a bankruptcy, a 
winding-up or a receivership for holders of debentures 
secured by a floating charge. A liquidator must provide * 
for the Contribution before making any distribution to 
the members. 


Notice of Appeal. 
Under No. 4 of the Regulations (No. 731, August 5th, 1937) 


notice of appeal must be given within thirty days from the? 


date of service of the notice of assessment. Generally the 
procedure will follow closely the procedure for Income Tax. 


The compilers desire to acknowledge the generous 
collaboration of Messrs. A. E. Foley and L. T. Little 
and many helpful suggestions and comments from 

Members of the Society. 
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Abbreviations 
Accounting period : 
chargeable 
determination of 
relevant for losses 
Agencies : Double Taxation 
Agent, Assessment on 
Aggregation of 
Losses of Subsidiary 
Air Transport os 
Allowable Deductions 
Annual Payments and An- 
nuities ... 


Annual Value 
Appeals 
Apportionment 


Arrears of Wear and Tear 
Artificial Transaction 
Assessment 

Assurance Company 
Auctioneer 

Bank 


Bankruptey ... 

Broker ‘ 

Building Society 

Businesses and Trades 
charged... 

Business Premises ... 

Capital—share 


Profits or 
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Co-operative Societies —— 
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Debenture Interest a 
Depreciation—see Wear and 

Tear. 

Directors : 

Changes in Sharehold- 
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